Abstract: In the decision-making process investors need quality financial information
INTRODUCTION
One of the major communication tools between the companies listed on a regulated market and the stakeholders is given by the financial statements. Their general aim as defined according to the internationally recognized framework, is to provide useful information in order to support the decisions of the main users (IASB, 2014) .
According to the international conceptual frameworks (IFRS and US GAAP), financial reporting is based on the fulfilment of some essential criteria provided by such frameworks, i.e. relevance and faithful representation, respectively (IASB, 2014) . The examination of these two fundamental characteristics provided to users leads to the validation of the financial statements value relevance (Barth et al., 2001) .
Seen as an attribute of financial information, the value relevance can be reflected by the share's price or return (El-Sayed Ebaid, 2012). Based on price variation, it can be assessed the very short term market response to the information related to the companies' financial position and performance (Easton, 1999) . Beginning with the statistical analysis of the relation between a company's reported accounts and its market value (Beisland, 2009 ), the value relevance of financial statements can be estimated by correlating the two types of values (Ohlson, 1995; Barth et al., 2001; Kaaya, 2015) . A significant correlation indicates the existence of a value relevance of financial statements, as well as a high degree of utility for the financial information reported by companies (Barth et al., 2008) .
The financial information utility and the investors' reaction to the accounting figures can also be influenced by the financial market on which the company shares are traded and for which the mentioned reports are performed (Alali & Foote, 2012) . Simultaneously, in the case of emergent countries, a series of macroeconomic factors, as well as some country risk components, can influence the economic growth on the financial market, as a consequence of economic liberalization or of an increase in competitiveness and efficiency of the listed companies (Kotwal et al., 2011) .
In India's case, the fiscal, monetary and financial reforms together with the international trade liberalization (Saha, 2012) can contribute to the financial market development and investment growth. However, such an economic growth on the financial market may be influenced also by other country risk components (Vij & Kapoor, 2007) .
The present study is aimed at analysing and assessing the value relevance of the financial statements on India's financial market in India, following the influence of the main country risk components (i.e. economic risk and freedom to set up a business, corruption control, financial, fiscal, monetary and investment freedom). The results are based on a study carried out on the companies listed on the regulated market between 2006 and 2014. The general linear models have shown that, over time, the country risk can have a significant influence on the value relevance of the financial statements reported at the financial market level.
The study is organised as follows: Section I comprises the literature review and the hypothesis; Section II describes the methodology; Section III presents the results and discussions, and Section IV concludes.
LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT
Financial statements are widely used as a way to predict the future cash flows obtained by shareholders and, therefore, to estimate the return on shares and inherent risks (Negakis, 2005) . The informative content of financial statements is useful for investors in the decision-making process and provides an accurate description of the financial position and financial performance of the listed companies.
The value relevance of financial information
The concept of value relevance relates to the way in which the information provided in the financial statements may influence share price (Francis & Schipper, 1999) . The change in the share price determined by financial statements is based on reporting exclusively relevant financial information (Beaver, 2002) . The value relevance of financial statements is focused on modelling the relation between a company's market values and traditional accounting information (Clarkson et al., 2011) .
The analysis of the financial information on a share's price or return was particularly focused on the information in the profit and loss account (mainly given by profit or profit variation), as well as that in the balance sheet (regarding the company's financial position). The balance sheet information represents a significant part of the reported financial statements regarding the existing assets and resources and is useful for investors in the company's assessment process and in estimating value modifications (Huang and Zhang, 2012) .
The value relevance of financial statements can be evaluated by using econometric models. Among the best known, the Ohlson (1995) model is focused on the influence of a company's equities and net income during a certain period on the share price. Although in relation to value relevance (Ohlson, 1995) Such differences related to value relevance can occur as a consequence of the different roles played by the financial statements components in the decision making process of the main users (Barth et al., 1998; Barth et al., 2001) . In this sense, Dimitropoulos and Asteriou (2009) and Barton et al. (2010) state that the information related to the operating result influences share return to a greater extent as compared to that related to group global turnover. Other researchers consider that analytical results have a more significant influence as compared to the aggregate ones (El-Sayed Ebaid, 2012) and that the information related to having a profit is more relevant to investors than the loss-related one (Collins et al., 2009) . With regard to equity, their analysis by components does not improve the relevance of reported information and it does not lead to an increase in the explanatory power of the stock return (Ohlson & Penman, 1992 ).
The quality of financial information on the emergent Asian markets
The assessment of the value relevance of the financial information reported by companies is particularly important in the case of emergent economies. In such economies, the financial markets development requires efficient tools to diagnose the factors with a significant influence on the mentioned process. The Asian case, whose economic dimension is continuously expanding, represents a prolific area of debate with regard to the financial information quality and relevance. It known that the use of the International Financial Reporting Standards (IFRS) contribute to the reduction of information asymmetries (Boț a Avram et al., 2015) and their implementation in this geographic area is implicitly aimed at improving the quality of reported financial information.
Although the IFRS enforcement consequences on the relevance of accounts have been thoroughly studied (Barth et al. 2008) , the case of the emergent countries remains relatively unknown (Chebaane and Othman, 2014) . In the Asian and African communities, the enforcement of IFRS has had a positive effect on the financial information relevance (Chebaane and Othman, 2014) . The results of such analyses were focused on using the price model (Ohlson, 1995) and a series of qualitative variables (i.e. degree of economic openness, governance system, or investor's protection).
Some researchers argue that emergent markets only provide investors with limited information possibilities, thus requiring the introduction of complementary regulations, beyond those related to accounts or corporate governance (Alali and Foote, 2012 ). In such cases (e.g., the United Arab Emirates), the financial information relevance can significantly vary despite the IFRS enforcement. In the case of financial markets development, IFRS enforcement contributes to an increase in financial information relevance while, following the decline in the stock market activity, investors reduce the usage of accounts as information source of information (Alali and Foote, 2012) .
The value relevance of financial information can also be influenced by the context of institutional transition towards market economy (Qu and Zhang, 2015) . Unlike mature, Western economies, China faces the existence of some significant differences regarding the quality of financial reporting determined by the permanent economic shifts. When using the fair value concept, the IFRS enforcement is followed by an increase in the value relevance of the reported financial information based on the price model (Qu and Zhang, 2015) . As for the informative content of financial statements, an increase in the value relevance of book value-related information as compared to the net income can be observed (Qu and Zhang, 2015) .
In other emergent markets, such as is the case of the Kuwait Stock Exchange (KSE), the value relevance of the listed companies' reported information experienced a significant decline in time (Al-Hares et al., 2012). This can be explained by the fact that, at the local stock exchange level, the available information regarding the value of dividends or incomes does not sufficiently meet investors' informative needs (Al-Hares et al., 2012). In the case of the Tehran Stock Exchange, an increase in the value relevance of reported financial information can be observed in time (Shahzad et al., 2013) The country risk. Business and investment imply taking risks which must remain within reasonable limits. There are endogenous risks, which entrepreneurs can control, and exogenous risks (including country risk), which they must consciously accept,. For the last three decades, following the expansion of globalization, the country risk has become a constant concern for international organizations and some international firms. According to Dudian (1999) , the country risk measures the degree of exposure to losses which may occur during contracts with foreign partners, generated by certain events which can be partially or totally controlled by the governments of the parties involved. Meldrum (2000) adds the influences generated by the economic, legal, socio-political structures or by the geostrategic position.
There are numerous studies evaluating the impact of the country risk on great emergent countries such as, India, China, Brazil, etc. Due to the markets accelerated growth and geographical scale , such countries attract massive foreign investment (Keshava, 2008) . In an empirical study carried out by Zheng (2009) , it is shown that the country risk, particularly the political one, plays an important role in attracting investment. His opinion is shared by other empirical studies, such as Harms's (2002) or Krifa-Schneider's (2010). Kapoor and Vij (2007) conclude that the Indian socio-cultural, economic and political risks negatively influence investment and its efficiency, while an improvement in these areas would significantly contribute to achieving positive results in terms of foreign investment. On the other hand, Singh and Jun (2007) find that the high rates of economic growth, exchange rate and political stability have all led to an improvement in country risk and to an increase in the foreign investment in India.
Hypotheses development -value relevance of financial information for the Indian context
There is a continuously developing framework applied to Indian companies' reporting system which is aimed to improve the quality of financial information, but which still generates difficulties in interpreting the companies' annual reports (Srinivasan and Narasimhan, 2012). The Indian companies publishing both consolidated financial statements and individual statements are confronted with significant differences regarding the value relevance of financial information. Thus, as a consequence of the optional character of these reports, we note that, in the case of annual financial statements, individual financial statements are value relevant to investors, while in the case of consolidated financial statements, only interim quarterly reports are significantly value relevant (Srinivasan and Narasimhan, 2012).
The value relevance of the information reported by Indian companies can be influenced by the sector in which they activate, i.e. public or private (Sharma, 2014) . The financial informations reported by public sector companies have a superior value relevance compared to the information reported by private sector companies (Sharma, 2014) . In the case of private sector companies, such a difference can be explained by the value relevance of dividends and book value, whose decline can significantly influence investors' decisions. Unlike private sector companies, public sector companies only witness a rising trend in terms of value relevance in relation to dividends, the income and book value being characterized by a reduction of value relevance (Sharma, 2014) .
In the case of the companies listed on the Bombay Stock Exchange (BSE), we have identified the existence of a good value relevance of the financial statements (Khanna, 2014) . Nevertheless, the results do not reveal the value relevance of the various components of the financial statements.
Thus, in our study, we propose the following hypothesis: H1: In the case of the Indian companies listed on the stock exchange, the reported informations related to the financial position and performance significantly and differently influence investors' decisions, with a direct impact on the stock market capitalization Country risk implications on investors' reaction and value relevance. In addition to financial information, investors use information related to the macroeconomic context, which clearly leaves a mark on the reference financial market.
Both micro-and macroeconomic information can lead to a better understanding of the conditions, thus possibly providing additional contributions to the investment capitalization. Depending on the market reforms initiated in India, supported also by the transition from a centralized to a market economy, Chari and Banalieva (2015) identify an increase in the companies' profitability. However, this increase was preceded by a fall in performance, as a consequence of the period of adjustment to the newly created market conditions (Chari and Banalieva, 2015) .
In India's case, a high level of economic risk coupled with a low level of political risk can significantly influence the companies' solvency at the national level (Vij and Kapoor, 2007) . Moreover, financial integration could be viewed as a decisive factor of economic growth (Bipasha, 2016) , while economic liberalization can trigger economic growth by providing access to capital and new technologies (i.e. elements increasing the companies' competitiveness and efficiency, Kotwal et al., 2011) .
Although the literature provides evidence regarding the country risk influence (and its components) on Indian economy, based on these results we cannot straightforwardly assess the impact of the country risk on the value relevance of the information reported by the Indian companies listed on the stock exchange.
Thus, we propose the following hypothesis:
: In the case of Indian companies listed on the stock exchange, the country risk (evaluated on the basis of its components) significantly influences value relevance, with a direct impact on stock market capitalization.
Starting from the two hypotheses proposed for testing and validation, our study is aimed at estimating and evaluating the value relevance of financial statements (with the support of some financial indicators) as well as the influence of country risk (based on some of its components which have a direct effect on the companies' performance) on the value relevance of the information reported by companies listed on the stock exchange.
METHODOLOGY
In order to validate the two above hypotheses, we propose a statistical analysis focused on the : the identification of the target population and the selection of the sample to be analysed, selection of models of analysis for value relevance under country risk, data gathering and their analysis under SPSS 20.0 (Jaba, 2002).
Target population and sample
The study was carried out on the Indian companies listed on the financial 
Models and data source
In order to analyse the financial information relevant to investors, the study departed from the price model proposed by Ohlson (1995) , although it has been used in studies on Indian companies and it has enabled the analysis of the financial information relevance reported on the capital markets in India (Srinivasan and Narasimhan, 2012; Khanna, 2014) .
In order to improve the quality of estimated results and eliminate the influence of scale effects (Robu et al., 2016) , in equation (1) 
where:
 MV/TA: market capitalisation to total assets at the end of year t;  ROA t : return on assets (net income/total assets) at the end of year t;  ROE t : return on equities (net income/total equities) at the end of year t;  FL t : financial leverage (total debts/total equities) at the end of year t;  β i=0,…,3 : parameters of the proposed model;  ε: error component of the proposed model. In order to test the influence of the country risk components on the value relevance of financial information and, implicitly, on investors, we follow Erb et al. (1996) and make use of: business freedom (BusF), control of corruption (CtrlC), financial freedom (FinF), fiscal freedom (FiscF), investment freedom (InvF), monetary freedom (MonF), and percentage of the annual GDP growth (GDPg).
The evolution of the country risk components used is illustrated in Table 1 . The components' low values indicate the presence of riskm whereas the high values indicate the diminishing risk. 
RESULTS AND DISCUSSIONS
The main results are focused on the presentation of the mean values of the financial variables included in the proposed models (Table 2) , of the estimated correlation coefficients as well as of the estimations of the proposed regression models parameters. The data illustrated in Table 2 shows the evolution of the indicators in the proposed models, in the period under analysis. If during the period 2006-2007, the stock exchange capitalization values were high in comparison to the total assets level (68-71 %), the 2008-2013 period is marked by a decline in stock exchange capitalization levels (with the noticeable exception in 2009), making a significant return by 2014. This can be explained by the economic context at the global level, marked by the recent crisis. With regard to the return ratios (ROA and ROE), the analysed period shows a constant decline. Based on these results, we may consider that in, the case of listed Indian companies, there is a decline in the results of the operating activities and the benefits obtained by investors.
The existence of significant relations between the analysed variables was tested by using the Pearson correlation matrix. Table 3 shows the estimated values for the variables proposed in the models under analysis. The data in Table 3 shows that return ratios (ROA and ROE) have a significant and positive influence on the stock market capitalization (in relation to the value of total assets), while the financial leverage (FL) has a significant though negative influence. Thus, an increase in the return of listed companies leads to an increase in their market value, while an increase in the financial leverage level determines a fall in their market value.
In order to assess the relevance of financial information to investors and the influence of the country risk components on relevance, Table 4 illustrates the estimations of the regression models. Table 4 illustrates the parameters estimates for the basic model, without taking into account the country risk. For the models including the influence of risk we have used P2 as reference period. For the CtrlC variable, the reference period is P3. The significant values within (0 and 0.05) are marked with asterisk.
Basic model: In the case of the listed Indian companies, based on the estimated values we can conclude that only the financial information on return on assets and financial leverage can significantly influence stock market capitalization. A 1 % increase in the return on assets leads to a 2.86 % increase in stock market capitalization (as compared to turnover), while an increase in financial leverage by one unit (double) leads to a fall by 11.41% in stock market capitalization. In addition, information regarding return on equities does not significantly influence stock market capitalization.
Model with BusF:
If the Business freedom (P2) risk component increases, then all the information regarding the financial position and performance is value relevant to investors and has a significant influence on stock market capitalization. However, if this risk (P1) is diminished, the information regarding the financial leverage is no longer value-relevant to investors, possibly suggesting that the general business context is more important than the company's financial indicators. In other words, a potential investor will analyse an Indian company's performance only if he/she finds that, at the macroeconomic level, the business environment is secure.
Model with CtrlC: We notice that should the corruption index falls (P3 in Table 1 ), the information regarding ROA and FL is value-relevant to investors, while an increase in the same index in India determines an increase in the value relevance of information regarding ROE and FL in P1 and ROA in P2. Consequently, investors are interested in the way corruption-related costs can influence return. They may be tempted to believe that better corruption control has a positive influence on the business context and on the companies' financial results.
Model with FinF: Table 1 shows that with a higher level of financial freedom in the P2 period, compared to the P1 period (i.e. a lower level of risk), the P2 ROA and FL information becomes value-relevant (see Table 3 ), whereas with the higher financial risk in P1, the information related to ROE and ROA were value relevant, though with major variations regarding the importance of relevance. In higher financial risk situations, investors are more interested in immediate rather than long-term earnings. This aspect is indicated by the fact that, in the context of a higher risk, the FL value relevance diminishes. When dealing with a long-term placement, an investor is more interested in financial leverage rather than equity returns. In the case of a short-term placement, the investor will only be interested in equity and/or asset returns.
Model with FiscF: a decrease in the risk regarding fiscal freedom in P2 corresponds to a positive influence from ROA and a negative influence from FL on the stock market capitalization. Concurrently, the increase in the risk regarding fiscal freedom in the P1 period corresponds to a decline in ROA influence and an increase in ROE influence on stock market capitalization. FL is not value relevant in either phase since it is possible that the enterprise funding is not influenced by fiscal factors.
Model with InvF: this model shows that, irrespective of the country risk evolution affecting the freedom of investment, the financial information regarding position and performance continues to be value-relevant to investors, whereas an increase in this risk (P1) amplifies their influence on stock market capitalization.
Model with MonF: we observe that if the risk related to monetary freedom declines, ROA and ROE become value relevant on the capital market; however, it can be observed that, in period P1, an increase in this risk led to an insignificant decline in FL and ROA influence on stock market capitalization.
Model with GDPg: a relatively low GDP increase leads to an increase in stock market capitalization under the ROA influence and to a decline in capitalization under the FL influence. However, a very significant increase in GDP (in P1) determines a decline in stock market capitalization under ROA influence and an increase under ROE influence. The FL influence is insignificant in both periods, a fact which shows that the macroeconomic dynamic does not greatly influence the funding instruments.
CONCLUSIONS
The results support the hypotheses, therefore, the value relevance of the financial information reported by the Indian companies listed on the stock market to the capital market has been evaluated and the influence of the main country risk components on the stock market capitalization and, implicitly, on the investors' decisions, has been estimated.
In the case of Indian listed companies, the results show that, the information related to return on assets ROA and financial leverage FL is value relevant to investors. However, under the influence of various country risks components, the value relevance of this information may increase or decrease.
The main shortcoming of this study consists in the limits of our analysis, it being focused only on Indian companies, without any comparison with other emerging or Asian markets. Another limitation is given by the fact that the analysis includes a relatively small number of financial indicators which can influence stock market capitalization.
The future research is expected to carry out analyses on the main stock markets in Asian countries in order to test the influence of the country risk on the relevance of financial information at the capital market level. Another research area is provided by the panel data analysis of the country risk influence on the relevance of the financial information reported by the companies listed on the Asian stock market in order to identify a series of differences in time as well as information value relevance.
